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Pintado: Responsibility Accounting

Realistic budgets are fundamental to pinpointing
cost responsibility and deviations from expected
expenses. The author suggests a four-level pyramid
approach to budget construction as a base for—

RESPONSIBILITY ACCOUNTING
by Jose Manuel Pintado
Gossler, Navarro, Alexander Grant y Cia.

frequently told that
If this objective is to be attained,
information and control are
the information must rest upon a
essential objectives of accounting.
system that is worthy of confidence,
Actually, these are a single objec
from which management can know
tive. Playing a little on words, we
without any doubt what actually
could say that to inform is to con
happened. Reality may be per
trol and to control is to inform.
ceived as a many-sided geometric
solid. If we look at only some the
JOSE MANUEL PINTADO,
sides, or if the focus we have on
Contadore Publico, is a
facts submitted for our examination
partner of Gossler, Na
is
erroneous because of some error
varro, Alexander Grant
y Cia. in Mexico City.
in calculation or perspective, the re
For eighteen years be
flection that we get will necessarily
fore joining the firm, he
be
erroneous.
was a professor at the
School of Commerce and
Since not everyone looks at things
Administration, Universi
in the same way, accountants have
ty of Mexico. He formerly served as secretary
an obligation to their clients
of the Mexican Association of Faculties and
Schools of Commerce, Accounting, and Ad
transmit their image of accounting
ministration. He is president of the Colegio
reality in the clearest and most use
de Contadores Publicos de Mexico, and a
ful manner possible. The accountant
member of the Instituto Mexicano de Conta
dores Publicos.
must select the emphasis to be
This article was translated by Louis M.
placed upon his information—
Kessler, Alexander Grant & Company, Dallas,
whether it be the net earnings of a
Texas.
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period, the cost of certain merchan
dise or services, comparative income
figures for five years, or whatever.
To reflect these different emphases
there have arisen certain specialized
types of accounting, or satellite sys
tems, as Robert Reyer calls them.1
One of the most important these
new focuses or directions for ac
counting, one whose objective is
control operations and the costs
thereof at several different admin
istrative levels, has been evolving in
the United States over the past two
decades. It has been given the name
“accounting for areas of responsi
bility,” or “responsibility account
ing.”
In effect, accounting for areas of
1 Robert Beyer, Profitability Accounting
for Planning and Control, The Ronald
Press Co., New York, 1963, p. 5.

Management Services

1

Management Services: A Magazine of Planning, Systems, and Controls, Vol. 2 [1965], No. 2, Art. 5
responsibility is nothing more than
an adjustment or change
the me
chanics
accounting in order to
produce from the traditional infor
mation specific additional or inde
pendent data. The concept seems
elementary at first glance. How
ever, it is not simply a matter
variations in bookkeeping. In prac
tice it is not so simple as it is in
theory. Any technique that is well
applied will produce an impression
of logical simplicity. A poorly
planned system, on the other hand,
will convert information into chaos
and run the risk of administrative
calamity.
Imagine what could happen in a
company with a profit sharing pro
gram, for example. A system that
permits the separation of partial re
Imposing budget figures from the "top down" without con
sults of operations according to the
sultation or participation by operating levels will not work.
people responsible for them can
greatly stimulate productivity; the
people covered by the plan will
know why they earn less and how

contained in the budget
must also
spheres
influence
the various
they could earn more. At the same
managers
can
be
determined.
The
participate
in
their
formulation
and
time, it is frightening to think what
centers
influence
in
which
a
man
expressly
approve
their
details.
could happen if such important re
ager exercises authority commen
Merely imposing figures and goals
lationships as those with employees
of
surate with his responsibility gen
from
above
will
not
result
in
attain
in such a program rested upon an
erate
certain expenditures, which
ment
the
fundamental
goal
of
the
ill conceived accounting system.
can be forecast in the form of a
system, namely, responsibility.
budget for specific periods in ac
In order to make clear which re
cordance with the knowledge the
sponsibility and which budgeting
Basic concepts
manager should have of his place
are referred to, it is important to
Accounting for areas of responsi
in the organization.
explain that responsibility account
bility does not imply an entirely
Budgets are important in respon
ing is based on a classification of
sibility accounting. Without them
different record keeping method or
business administrative levels for
administrative decisions may be
accounting system. It can be ap
the purpose of establishing a budg
plied to the control of certain ex
based simply upon the comparison
et for each level. The official who
penses or costs without necessarily
of costs or expenses between one ac
exercises the highest authority at
encompassing them their entirety.
counting period and another. For
each level should be accountable for
example, without a budget the exec
It is a means of knowing the operat
the expenses which are under his
utive who wants to know whether
ing efficiency of certain parts of the
control and for which he is responsi
too much has been spent for office
business. The data that are obtained
ble in carrying out his activities.
supplies in the first quarter may be
may be entirely independent
the
This introduces a new element into
tempted simply to compare the ex
accounting system; at least, they are
the classification: the distinction be
not necessarily an integral part of
penditure with that for the corre
tween controllable expenses, which
sponding period of the previous
it. In order to produce the conven
can easily be imputed to the opera
year. If he finds an insignificant
tional financial statements, it is nec
tions of a given level, and noncon
variation, he takes it for granted
essary to establish the mechanics for
trollable expenses, which pertain to
that the expenses were normal and
tying the responsibility accounting
all or various levels or which over
makes no further investigation. The
data to the conventional chart of ac
lap. These expenses will be defined
result may be the perpetuation of
counts adopted by the business.
later.
waste and mismanagement.
The starting point for a responsi
Responsibility accounting should
Such perpetuation of inefficiency
be accompanied by budgetary con
bility accounting system is, of
can be avoided if expenses are stud
trol. There is one necessary condi
course, the areas of responsibility.
ied on a rational basis by means
tion
success: Those who must
These should be spelled out in the
organization chart, from which the
an adequate budget estimate, which
respect the provisions and forecasts
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/5
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Requisites:
1. Each manager’s area of

influence must be

clearly defined.

2. Once this is done,
budgets must he prepared

and approved by the person
responsible for meeting

them and by his

superiors.
3. Costs and expenditures

in each individual’s

budget should be limited

to those expenses he
can control.
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serves as a point of comparison and,
therefore, as an element of control,
The results of a comparison between
actual and budgeted expenses will
point out to management those sec
tors that demand special attention.
Unnecessary effort is avoided be
cause no significant attention is paid
to those items in which the variation
is at a minimum. This, in essence, is
the principle of administration by
exception.
Persons responsible for con
trollable costs or expenses, those
who should participate in the for
mulation of budgets for responsi
bility accounting, may be found on
various levels of the organization
chart. An industrial enterprise may
divide responsibilities at the fol
lowing levels:
(1) general management
(2) the four essential activities:
sales, production, finance, and per
sonnel
(3) various departments created
to carry out the functions of the four
basic classifications above
(4) sections, units, offices, etc.,
that carry out activities
subdivi
sions of the departments
Thus, the levels of responsibility
range upward from foreman to de
partment head to production man
ager to chief executive officer.
Budgets for areas of responsibility
are created in step style. The fore
man at the lowest level is responsi
ble to the head of his department
for variations in his budget. The
department head formulates his
budget with the aid of the totals
submitted by the foremen reporting
to him and is responsible for its ful
fillment to the production manager.
The production manager, in turn,
has his own budget incorporating
the totals of the budgets of the de
partment heads, and so on to the
top of the organization.
In this way a flow
information
is established among those responsi
ble for each activity, and the ac
counting data penetrate every cor
ner of the enterprise as a control
tool available to any executive or
employee with a certain degree of
responsibility. Persons at all levels
of the management can judge their

own efficiency. Furthermore, those
at the lower levels receive valuable
guidance from their own superiors
as a result of the vigilance that the
latter are obliged to exercise over
the steps taken and the decisions
made. Thus it is possible to build
up an administrative team in which
every manager participates actively
in the administrative processes of
the business.
A budget for any given manager
should contain only the amounts
that he can reasonably be expected
to control. Accordingly, there must
be eliminated from each individual’s
budget those costs or expenses that
must be incurred without his ac
tivity.
Once a budget is prepared by,
say, a foreman, it is submitted to his
immediate superior and to a co
ordinator (such as the controller or
the administrative manager) who is
responsible to top management.
Within this group the budget is dis
cussed and modified if need be—
with the express approval of the
foreman. Any idea of imposing a
budget should be discarded; the
system will fail if it is not accepted
by those who must carry it out. Any
divergence between the ideas of the
foreman and those of his superior
should be analyzed carefully. The
determination of who is right should
not be influenced by prejudices or
whims.
Summarizing the ideas expressed
thus far, we can arrive at the follow
ing basic concepts:
1. Responsibility accounting is
useful for pinpointing the responsi
bility for expenditures—both before
and after the fact.
2. To make responsibility account
ing work, each manager’s direct
area of influence must be defined
clearly. This can best be done by
means of a well arranged organiza
tion chart.
3. Once the area of responsibility
is defined and the responsible per
son identified, budgets are prepared
for costs and expenses. These should
be approved by the individual re
sponsible for them, his immediate
superior, and a representative of
general management.
Management Services
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It is difficult—even dangerous—to penalize
an
for failing to meet his budget.

4. Costs and expenditures in each
individual’s budget should be lim
ited to expenditures controllable by
him.

5. Analytical accounting should
be adapted to permit the recording
of controllable costs and expenses
within the conventional auxiliary
records.
6. Each individual responsible for
costs or expenses should be given all
the information he needs to control
them.
Pinpointing responsibility

It might be argued that since the
concept of responsibility implies the
responsibility for repairing damage,
the person who is responsible for an
area controlled by a budget should
restore to the business any excess
expenses over those forecast. It
is true that in some cases unfavor
able budget variances can be im
puted to bad administration, but it
would be extraordinarily difficulteven dangerous—to incriminate an
employee to this extent for failure
to realize the objectives of the budg
et. So far as I have been able to de
termine, the only example of such
a system is a German accounting
plan established in that country in
1947 and copied in Switzerland,
Hungary, and Austria. The plan in

cluded a study of costs for price de
termination. The costs were com
posed
the usual items plus a
premium for certain risks of the
business, but those costs resulting
from uneconomical installations,
poor utilization, and idle time were
eliminated as an element of the sell
ing price and were imputed exclu
sively to the management.
Conceding the general impracti
cality
such a provision does not
make the concept of responsibility
accounting useless. Since the results
of each level’s activities influence
those of the higher levels, defective
work cannot persist. If work is sub
ject to adequate controls, the fact
that a person is frankly incapable of
carrying it out will become clear
sooner or later. Furthermore, re
sponsibility accounting provides a
certain “automation” in the correc
tion of mistakes; since the account
ing mechanism gives each individual
information about results his area,
he does not need the orders
a
superior to make him take necessary
adjustive action. His own initiative
impels him to correct an error or to
propose the modification of an overoptimistic budget. However, care
must be taken to avoid the possi
bility of exaggerating personal ac
complishment when in fact the
budget is too conservative.
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Responsibility accounting does
provide a means of creating in each
responsible individual a conscious
ness
that stage of perfection nec
essary for progress. An employee,
whatever his rank, will feel more
closely tied to his employer if he
knows in advance where he is sup
posed to be going, is kept slowly
but surely informed
his progress,
and is helped to understand the
policies
the business better and
better as time goes on. This is con
structive and stimulating responsi
bility for those who are capable
assuming it.
Defining areas of influence

An obligation can be exacted only
to the extent that it is clearly de
fined. Almost any moderately well
organized business has a chart show
ing the division of work, spelling out
the hierarchy of officers and em
ployees, and describing the duties
and responsibilities of each. To in
stall a responsibility accounting sys
tem, areas of responsibility must be
pinpointed clearly; otherwise the
system will not function. Therefore,
the first step ordinarily is to prepare
a clearly delineated organization
chart if one does not already
If the relationships among levels
cannot be established clearly by
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means of a rigid organization struc
ture, accountabilities must be de
fined in some other manner.
A possible illustration might be
a business
that uses motor vehicles

for various purposes, for example,
to deliver merchandise sold and to
transport raw materials purchased.
The first requisite is to define the
primary activity of the transporta
tion equipment. If it is sales—and
the responsibility for
administra
tion is located there—then the re
sponsible person is the
man
ager, and expenditures for gasoline,
repairs, wages, and the like, are
chargeable to the sales area. It
would be unjust, however, to charge
all the expenses to
The budget
prepared by the sales manager
should include only those expenses
for which he is responsible; the pro
duction manager should have his
budget those expenses that will be
incurred for his activity.
To simplify the system, it is ad
visable to make areas
responsi
bility coincide with cost centers.

Pintado: Responsibility Accounting
Even though responsibility account
ing is not a cost system, it should
be fully coordinated with general
accounting and specifically with cost
accounting.
First line supervision, including
section heads, group chiefs, fore
men, and the like, is the lowest level
of the organization that should be
charged with cost responsibility.
The system should be extended to
this level because one
pur
poses is to lower costs by means of
a better control of expenditures;
therefore, it is necessary to be alert
to any type of expenditure that can
be exaggerated. It is appropriate
attribute administrative qualities
foremen but imprudent to go to a
lower level. The work of rank and
file workers should not be inter
rupted by a requirement for facts
and figures that they lack the tech
nical training to prepare. Communi
cation at the lowest level of the or
ganization should not be hamstrung
by accounting techniques; simple
language that can be easily under

Areas of responsibility at every level should be
clearly spelled out in the organization chart.
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stood by the employees who furnish
information should be used.

Budgets

After the definition of areas of
responsibility and the individuals
who direct them comes the more
delicate work upon which rests the
success of the system. Budgeting
can be successful only if the fore
casts are reasonably correct; their
inclusion in budgets should be the
subject
deep thought, well di
rected discussions, and a prudent
attitude on the part of all who par
ticipate in their preparation.
Since the objective is to achieve
normal results under normal condi
tions, only normal efficiency should
be expected of employees. Budgets
should not be built with the object
of forcing specific results. Reality
should take precedence over imag
ination and crystal ball gazing;
exaggerated and over-ambitious
forecasts will produce deception
and discouragement. Obviously, it
is not easy to look into the future,
and it is natural for things to hap
pen in a way that is different from
that planned. But every plan has a
route to follow, and the experience
of the past offers a logical basis for
establishing objectives for the fu
ture. There is no need
go com
pletely in the dark when there is
some light available. Obstacles that
have already been overcome will
probably be encountered again and
can be predicted. Only if environ
mental conditions vary radically will
there be need to deviate widely
from the agreed-upon plan.
The knowledge and training of
several people should be drawn
upon in estimating expenses, e. g.,
the controller, the head of the area
under consideration, and the latter’s
immediate superior. Many compa
nies have personnel especially
trained in budgetary work. If this
group is equipped with statistics, it
can carry out specific studies of vari
ations, conduct surveys within the
company, and explore market con
ditions. This group should operate
in such a way that the responsible
department director will accept
Management Services 5
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its studies—and particularly the
budget—as his own.
In establishing a responsibility
accounting system, it is wise to use
a flexible budget, which permits ad
justment of the items as a result of
changes in the volume of produc
tion. Comparison of actual with
budgeted items may require adjust
ment of the budget from time to
time. Although the mechanics of
these adjustments may vary with
the requirements of different busi
nesses, certain principles should be
considered inviolable. First, the
supervisor charged with the budget
should always participate in both
the creation and the modification
Rank and file workers should not be asked for fig
the items in it, and, second, any
ures
they lack the technical training to prepare.
modification should be communi
cated immediately to all individuals
concerned.

The budget may or may not be
integrated with the accounting sys
tem. There may be some advantage
measurement of the efficiency of
counting it is unnecessary to try to
to maintaining it separately; if some
exercise
control
over
items
that
are
personnel.
problem is created, the entire ac
Managers on the lower levels of
no
longer
controllable.
This
is
true
counting system will not suffer.
responsibility typically are not well
such items as amortization of or
versed in the techniques and lan
ganization expenses or installation
guage of accounting. Therefore, the
costs; only in exceptional circum
Controllable costs
costs
or expenses that accountants
stances would they be changed
normally
classify by means of ac
from their routine sequential
The classification of costs into
counts,
sub-accounts,
and the like,
amounts.
controllable and noncontrollable ele
must be presented in a very differ
This does not mean that the only
ments is one of the most significant
ent manner if the message is to be
recurring expenses that are not con
characteristics of responsibility ac
communicated.
trollable are those that run for a
counting. Items of expense or cost
The costs of an assembly opera
long period of time. The funda
must be associated with the persons
tion, for example, can be reported
mental issue is not the time period
responsible for them. Controllable
by the foreman responsible either
but rather that the amounts do not
costs should not be confused with
(1) by referring to the several func
depend upon some person who is
charges or expenses that will result
tions that make up the operation
capable of making them fluctuate,
without any participation or inter
without specifying the accounting
reducing them through exceptional
vention by the manager responsible,
classifications of costs or (2) by
efficiency or increasing them as a
even though these expenses may be
basing the information precisely on
consequence of poor administration.
a part of the cost of the products.
the accounting classifications. In the
Insurance, real estate taxes, fixed
This is not a cost system per se, since
first case such expenses as prepara
salaries, and the like are items that
it does not involve an effort to de
tion, cleaning, and the like will be
can be included within the category
termine unit or total costs of specific
designated by means of a previously
noncontrollable expenses and
products.
established codification based on the
which are therefore excluded from
Another characteristic of respon
classification on each of the vouch
responsibility accounting—except at
sibility accounting is that it permits
ers, tickets, or other accounting
the very highest level of the corpo
management by exception, avoiding
documents maintained by the fore
rate hierarchy.
specific attention to routine suc
man in accordance with similar des
On the other hand, any item which
cesses that are realized almost auto
ignations in the budget. In the sec
involves a fluctuating expendi
matically. For example, once the
ond case, when reliance is placed
ture whose amount can be changed
basis for depreciation of a fixed
upon the chart of accounts, the in
through participation or decision by
asset has been established, the man
formation will not refer to functions
responsible persons forms a part of
ager responsible is likely to lose in
but to such items as power con
the elements of responsibility ac
terest in this item for ten years or
sumed, overtime paid, supplies
counting. This is what permits the
so. Similarly, in responsibility
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/5
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Under the system outlined, all four company levels
are linked in a chain of reciprocal information.

used, etc., with the functions car
ried out in making the assembly
relegated to a secondary position.
In any event, the classifications
should be set up in a way that will
permit anyone engaged in produc
tion to identify physical material
with written information from
budget to final report.
Accounting adaptations

The next problem is how this may
be incorporated in general and
accounting systems.
Since the objective is to judge the
efficiency of each area, the account
ing (and of course the budget)
should record everything that is
subject to control in each area. Ac
cordingly, each area will have a
code number. To facilitate control,
the numbers used for the codifica
tion should be tied together in such
a manner that it is easy to identify
something in the fourth level with
something in the third level and so
on. This can be easily achieved by
a decimal classification.
Let us assume that the fourth
level has its codes prepared in such
a way that the activities for which
the foreman is responsible can be
accumulated and properly validated
in accordance with a numbering
system. To tie this information in
with the general and cost account
Published by eGrove, 1965
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ing systems, it is indispensable for
each accounting voucher or docu
ment (invoice, requisition, check
copy, etc.) to have a special identi
fication that specifies area or func
tion, account, sub-account, and cost
center. Then the accountant will
have available all the data needed to
integrate all the accumulated in
formation for general accounting,
cost accounting, and responsibility
accounting.
Flow of information

From the accounting documents
the data on controllable expenses
are included in a responsibility re
port for each of the areas of the
fourth level. These data can be
compared with the budget, and both
are available to the third level,
which then reports on its own re
sponsibility, combining the data
from the lower level with the costs
and expenses of its own level. In a
similar manner the picture
the
controllable expenses of the third
level is built up and compared with
budgets and with data on varia
tions in order to provide the basis
for a report at the second level, and
so on. Finally the second level re
ports are passed to the general man
agement (the first level), which for
mulates its own report of responsi
bility.

Thus, the four levels are linked
in a chain of information. None can
or should be completely cut off from
the others, but each manager’s pri
mary concern is with two areas of
responsibility—his own and that of
his immediate subordinates.
The reports at the top level con
tain incomplete information for the
preparation of conventional finan
cial statements, and they lack the
security of control that is offered
by general and cost accounting.
These data must be made available
in addition. This is not a serious
problem since all the elements
reconciliation are available. It is
simply necessary to determine the
noncontrollable expenses and costs
and add them to the data in the
responsibility accounting reports.
The value of all this lies in the
stimulating quality of rational in
formation. It tells each responsible
individual the place he occupies,
the efficiency with which he is do
ing his job, and what errors or in
efficiencies need to be corrected. In
this manner the lowest foreman can
feel that he has some element of
responsibility
management, and
he can judge the effectiveness of his
own decisions. The information and
control possibilities inherent in any
accounting process are utilized to
the maximum in a system respon
sibility accounting.
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